Internal Revenue Service Department of the Treasury

District Director

Date:

Key District: 1IN

Person to Contact: I
Telephone Number: [ NEGEGE

Dear Applicant:

This is a final adverse determination letter indicating that your
organization does not meet the requirements of section 501(c)}(3) of the
Internal Revenue Code for tax years beginning after NG
The adverse determination is being made according to the enclosed
technical advice received from the National Office of the Internal
Revenue Service sent to the |l Key District office on | IINNEH

Contributions to your organization are not deductible under section 170
of the Code.

You are required to file Federal income tax returns on Form 1041 for

all years as stated in the thirty day letter mailed on I .

You should file the return with yvour key District Director, EP/EOQ Division,
within thirty days from the date of this letter unless a request for an
extension of time 1s granted. Processing of income tax returns and
assessments of any taxes due will not be delayed because you have filed a
petition of declaratory judgment under section 7428 of the Code. You should
file returns for later tax vears with the appropriate service center shown in
the instructions for those returns,

If you decide to contest this determination under the declaratory
judgment provisions of section 7428, a petition toc the United States Tax
Court, the United States Court of Claims, or the District Court of the
United States for the District of Columbia must be filed within ninety
days from the date this determination was mailed to you. Contact the
clerk of the appropriate court for rules for filing petitions for
declaratory judgment.

We will notify the appropriate State officials of this action, as required
by section 6104(c) of the Code.

If you have any questions, please contact the person whose name and
telephone numbzr are shown in the heading of this letter.

oo,




INTERNAL REVENUE SERVICE

NATIONAL OFFICE TECHNICATL ADVICE MEMORANDUM

District.Director

Taxpayer's Identification Number: I
Years Involved: All

‘Date of Conference: IIINININGEG

Issue:

Whether a trust, which was created solely to provide
supplemental retirement benefits to a named emplovee of an
organization exempt under section 501(c) (3) of the Internal
Revenue Code, qualifies for exemption under section 501 (c) (3)7?

Facts:

I (the "I ') vas formed under a Trust
Agreement on NG »-tveon
Bl the Trustee, and I (che "IN ') =n

organization which had been recognized as exempt from federal
income tax under section 501(c) (3) of the Code. [ has the
right to remove the trustee and appoint a successor trustee.

Subsequent to the date of the HIIIIIIIEEEGEGEGEGENENE' = <xcnption
application, and its primary.subsidiary,

("IHW") merged into another
‘The new entity

health care system effective
resultlng from.the.mer

nigh exempt from federal.~ J.ncome .-'tax under section
501(c) (3)% vofiithel Code.:. It.serves. as the parent corporatlon of a
multi- corporate health care system. owns and operates
Il hospitals and B nursing homes. ‘additional hospitals

have affiliation arrangements with I .
provides certain financial planning, marketing, human resources

and administrative services to the affiliates. [N ¢




1ts affiliated: hospltals have _ 1lcensed beds.
also owns. and cperates Il separately. incorporated physician:
clinics, “and manages B additional clinics. I =nd its
subsidiaries also own and operate over I diversified health care
businesses. 's projected operating revenue for M is
Sl nillion. Entities which now make up the | system
had assets of approximately SHlll mill:on for the year ending
I

I o created for the purpose of giving
B 2 funding vehicle to provide supplementary retirement
benefits for NN under the NN
IR . e also participates in a qualified

pension plan described in section 401(a) of the Code. It is &
defined benefit plan under section 401(a) and the benefit is
calculated based on the employee's final pay, social security
payments, and length of service. The tax rules applicable to
such trusts prevent the distribution of the full formula amount
to persons compensated at G = lcvel. Accordingly,
B =crced to provide a benefit to under a
non-qualified retirsment program, the principal purpose of which
is to provide a benefit which, when added to the benefit under
the 401(a) gualified plan, is equal to the full formula amount.

B rorcicipates in another plan called the

I (i
" ) -
is a defined contribution
type of benefits plan which requires I to contribute

Sl -:ch yvear until ceases employment with
I
B (the " ") was created

simultaneously with the NG for the purpose of
giving Bl a2 funding vehicle to provide these additional
retirement . benefits for I - |
_ has also filed an appllcatlon for recognition of
’exemptw on under. section-501(c) (3) of. the Code ‘and: has yet to.
receive: 2 rullng .on its appllcatlon. < : . <

B oo W, is currently-the: Chlef EXecutive
Officer;of [ . Until: was
Presidentof Il and Chief®Executive Officer: of- “As
Chief..Executive.Officer of I NG K NN is -
responsible for ‘overseeing the operation -of- the | I syster
and its I enplovees. I 2 sxperienced hospital
administrator, works more than Wl hours per week for I
He has held offices in a number of health carer professional
organizations and is a member of the board of Jirectors of a
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number of organizations. He is a member of the |JJ-person

Board of Directors of NG .
on I, vou issued an initial adverse

determination in connection with the I ' -
exenmption applicaticen. In a letter dated I -
I subnitted its protest to your adverse ruling.
Upon review, the I 2ppeals Office suggested that you
withdraw your adverse ruling and forward this matter for
tecihnical advice to us since a companion application, the

, was under consideration
by this office. Your adverse determination has not been
withdrawn.

Applicable Taw:

Section 501(c) (3) of the Code provides exemption to
ocrganizations organized and operated exclusively for educational,
charitable, or other exempt purposes.

Section 1.501(c) (3)-1(c) (1) of the regulations provides that
an organization will be regarded as "operated exclusively" for
cne or more exempt purposes only if it engages primarily in
activities which accomplish one or more such exempt purposes
specified in section 501(c)(3). An organization will not be so
regarded if more than an insubstantial part of its activities is
not in furtherance of an exempt purpose.

Section 1.501(c)(3)=-1(d) (1) (ii) of the regulations provides
that an organization is not organized or operated exclusively for
one or more of the purposes specified in section 501(c) (3) of ths
Code unless it serves a public rather than a private interest.

Section 1. SOl(c)(3) 1(d)(2) of the regulations provides the
term "charitable" is used in section 501(c) (3) of the Code in it
generally accepted legal sense -and -includes the relief of the
poor”and distressed or.of: .the': underpr1v1leged and.the promotion
of social welfare by organlzatlons de51gned to lessen
nelghborhood}tenslons,ftocellmlnate p*eJudlce and dlscrlmlnatlon,
or?to Somba th.e “mmunity deterloratlon.

".~, P

‘ 7"(1982), the Supreme
‘Court#stated’that~charltable;truSes "may#&and~1ndeed must "be for
the- benefiticf an indefinite number of .persons; - for if all the
beneficiaries are personally de51gnaued the trust lacks the
essential element of indetriniteness, which is one characteristic
of a legal charity." See also Thomason v. Commissioner. 2 T.C.
441, (1943); Davis v. Commissioner, 55 T.C. 416, 424 (1979);
Scott The Law of Trusts § 375 (4th ed. 1989).




Rev. Rul..56-138, 1956,1;C B.-202, held that -a .trust.
organlzed and operated by an employer for the prlmary purpose of
paying: pensions to its retlred employees was not organized
exclusively for charitable purposes to be entitled to exemption
under section 501 (C) (3) of the Code.

Rev. Rul. 68-422, 1968-2 C.B. 207 held that an organization
created pursuant to the will of a stockholder of a company to pay
pensions to all retired employees of that company did not qualify
for exemption under section 501(c) (3) of the Code. The pension
benefits were paid to all retired employees age 65 or over,
regardless of their economic resources. Although the company did
not have a pension plan, its retired emplovees generally received
social security payments. The company did not contribute fundis
to the organization nor did the company have any control over its
affairs. The organization in this case did not pay pensions on
the basis of need. It did net show that the retired employees of
the company as a class lack the necessities or comforts of life.
Accordingly, the organization did not gqualify for exemption from
Federal income tax as a charitable organization under section
501 (c) (3) of the Code.

Rev. Rul. 72-147, 1972-1 C.B. 147, held that an organization
formed to provide low income housing to families (but gave
preference to emplovees of the individual who created and
controlled the organization), was not described in section
501(c) (3) of the Code, because the organization served the
private interests of the creator rather than the public interest.

Rev. Rul. 73-126, 1873%-1 C,B. 220, held that an exempt
organization's payment of reasonable pensions to retired
erployees at the discretion of its Board of Directors does not
adversely affect its exempt status. The organization carried out
its charitable program through a staff of salaried employees. It
had no established retirement plan.for .these employees :but' has
followed ra general practlce of" paylng pen51ons to. retlred
~enployees at’the dlscretlon of itsy Boardxonglrectors. The

A;servioee;.and would be., deductlble for Federal lnoome tax,purposes
eif 1ncurred i1 thé fcondict Yof ¥ tradevor 'Pusiness ‘iPheipayment .of
pensions to retired employees is an accepted method of employee
compensation used by many public and private organizations.

Since the payments for the pensions in this case were reasonable
compensation in the light of the surrounding circumstances, they
are a proper expense in the operation of the organization's
charitable program and did not constitute the improper use <f the



organization's charitable resources, nor.do they constitute
inurement of the organization's net earnings to private
individuals within the meaning of section 501(c) (3) of the Code.

Rev. Rul. 76-41, 1978-1 C.B. 148, held that -a trust created
by an exempt hospital for the scole purpose of accumulating and
holding funds to be used to satisfy malpractice claims against
the hospital, and from which the hospital directs the
bank-trustee to make payments to claimants, was operated
exclusively for charitable purposes and is exempt from tax under
section 501(c) (3) of the Code. By serving as a repository for
funds paid in by the hospital, and by making paymen®s at the
direction of the hospital to persons with malpractice claims
against the hospital, the trust was operating as an integral part
of the hospital. O0f equal importance is the fact that the trust
was performing a function that the hospital could do dirsctly.

Rationale:

N = primary objective is to provide
B vith @ supplemental retirement benefit in accordance
with his employment agreement with || . T
Bl prinmary activity is to hold and invest funds to provide
deferred compensation benefits to a single person who is not a
member of a charitable class.

While a charitable organization may pay reasonable
retirement benefits to its retired employees (Rev. Rul. 73-126),
and a tax-exempt hospital may create a subsidiary exempt trust to
satisfy its liability insurance claims (Rev. Rul. 78-41), these
rulings do not suggest, nor does any other legal authority
indicate, that a trust created by a charitable organization to
benefit a single employee may be exempt as a charitable trust
under section 501(c)(3) .0f . the Code. . By engaglng primarily in
activities not in furthetrance of an exempt purpose,

~is:not. operated exclu51vely forone . or more exempt
purposes pursuant ‘to" sectlon 1. 501(c)(3) 1(c)(1) ‘of - the
regulatlons.. . I )

Further, because_the’
-of a designated: prlvat & ;v1dual “itkEfails’ the publlc ‘interest’
requirement of section:l. 501(c) (3)- l(dr(I)(ll) Of the
regulations. In this.regard, the sole- purpose of this trust is
to provide one individual with a supplemental retirement benefit
Any benefit to the public is minor or incidental. The trust is
organized for the benefit of a single beneficiary and not for a
charitable class. The trust's representatives assert that the
provision of retirement benefits to the chief executive officer

serves the beneflt




of its controlling hospital furthers the exempt purposes of the
hospital. In our view, the relationship between the compensation
of one individual and the furtherance of a hospital's exempt
purposes is not a compelling one and does not overcome the fact
that the primary purpose of the trust is to provide substantial
retirement benefits to a private individual.

we conclude that [IINIGgGgGgGgNNE i< ocpcrated for the
substantial benefit of one individual contrary to the
requirements for exemption under section 501(c) (3) of the Code.
Compare Rev. Ruls. 56-138 and 68-422. Rev. Rul. 73-126 is not
relevant to the disposition of this matter since the applicant
trust under review has been established for one individual.

We. also find that I = cistinguishable
from the trust described in Rev. Rul. 78-41i. Whereas that trust
was formed by a hospital to be operated to defray claims against
the hospital or its doctors, and thus benefitting the hospital,
the applicant Trust was operated to defray a specific expense for
the benefit of a single person.

Conclusion:

Based on the foregeoing, IIIINININGE ich vas
created to provide supplemental retirement benefits to a single
employee of an organization described under section 501 (c) (3) of
the Code does not gualify for ex=mption under section 501(c)(3).
We concur with your adverse ruling.

-End-



Internal Revenue Service Departmant of the Treasury
District
Director

Employer Identification Number:

Person to Contact:

Telephone Rumber:

|
Refer Reply to:

Internal Revenue Service

CERTIFIED
R

Date:

KoM L7 B3

We have considered the applicaticn for recognition of exemption frcm federal
income tax under section 501{c)}{3) of the Internal Revenue Code filed by

I (-

"Trust").

“e information submitted indicates that the Trust was formed under a Trust
greement on NNINIGINININGNGEGE bH-tveon N (-
ustee, and | ) :» organization which had been

cognized as exempt from federzl income tax under section 501{(c)}(3) of the

Subsequent to the date of the Trust's exemption application, I 2n¢ its

rrimary subsidiary, NN (‘MMM ) rmerged into

ancther health care system eoffective . The nsv entity resulting

trom the merger is _ ("I ). The

arm " will be used in this letter to zzfer tc poth | before

the wmerger and | 2fter the merger.

gerves ag the parent corporatison of a multi-corporate health care
B o'nc and operates hospitals and [nursing hemes. |
hospltals have affiliation arrangemente with NN .
vrovides certain financial planning, marketing, human resources and
ive services tc the affiliates. | 24 its 2f£iliated
eve I licensed beds. [ :1:0 ovns and crerztes [l
incorporated physicien clinice. and manages [l 28ditional rclinics
and its subsidiaries alsc own and uperate over [l diverzifiesd
re businesses. | : ::oiected cperating revenus for M is
icn., ZIntitieg which now mzke v I z/::2» had assets of
: zinately S nillion for the vear ending NN

[l~w-9y
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"The preamble to the Trust Agreement indicates that the Trust was created for
the purpose of giving I 2 funding vehicle to provide supplementary

retirement benefits for IIIINGgNgNSEN. 7): Trust holds deferred

compensation funds that will be paid to |G .

I, 2cc B, is currently the Chief Executive Officer of .
until I, B o President of I and Chief
Executive Officer of M. 2s Chief Executive Officer of IIGz A6 TN

_gsponsible for overseeing the operation of the | I systern
and its

employees.

The Trust will continue to be used for ' dcferred compensation
arrangement with [l . 7s Chief Executive Officer of NN HEE

will continue to serve .. ¢wr the same employment agreement that was
in force immediately prior to the merger.

Sections 1.1 and 1.4 of the Trust Agreement indicate that the Trust Agreement
is a "combined trust and deferred compensation arrangement" which fzims a part
of the supplemental retirement benefits provided under the Employment

Agreement betveen IR ¢ . 71he Trust Agreement sometimes

refers to the Trust as the "Fund" and the Deferred Compensation Arrangement as
"Arrangement."

Section 1.3 of the Trust Agresment proviades that the Trust is formed

vclusively for charitable purpeses and in connection therewith exclusively
for the henefit of, and to assist in carrying out the purposes of —,
organization described in Section 501{c)(3) of the Code, by providing
retirement benefits to an employvee cf GG

tion 2.2 cf the Trust Agreement provides that t
count" to reflect the interest ¢ | i» th

he Trustes shall

e Fund. The Zcccun
e debited or credited, 2s the

case may be, (1) for the entire amount of every contribution received by the
Trustee under the terms of the Arrangement on behalf of I, (ii) =very
distribution or expense payment made to or on account of |, a»d (iii)
the income, gain or loss allocable to the Account.

Section 2.4 of the Trust Agreement requi — to conlribute an amount

res
equal to SHENEEE to the Trust on behalf cf [ Gz z2ch vear after I

unt:l such time as

I c::cs onolovment with M. It z2lso orovides that the Trust
also requires | :c contribute an zmount =gual tc the total amount of
contributions that would have heen wmade 2f an obligation to contribute at the
vate cf S 28 teen in effect fronm N ) -ouvc» I
-, nlus zn amount of intarsest that would have been cradited on such
zontributions had the rate of interest been sgual to B

9]
{1
¢!

tizn 2.1 of the Trust Agreement provides thet the Trustee ghall dish
monias and cother properties from the Fund on directicn of [ =+ - - :ine
er times to the pavee cor vaveess specified by I - divecticns to the
Trugtse, subiect to the folicwing: when I : =rplovment with
B -:z:cc o0 2ny reascn, including death, the Account shall he
digzoivuted oo [N - his Seneficiary in [annual vavments. In the
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event that | dics after he had terminated employment and hegins to
receive payments from the Trust, all unpaid amounts to which |
would have been entitled if he had lived shall be distributed to the
beneficiary designated by NN 2t such time or times and i. such
manner as LifeSpan in its sole discretion s“all determine.

Section 7.2 of the Trust Agreement, in part, states that the "Fund shall be
“for the exclusive purpose of providing benefits to I under the
Arrangement and his beneficiaries. Prior to satisfaction of all liabilities
with respect to | or his beneficiaries, no part of the corpus or income
of the Fund attributable to said Arrangement may be used for, or diverted to,
purpcses other than for the exclusive benefit of |l or his
beneficiaries". In addition, this section also provides that any surplus
property remaining after the payment of all benefits under the Arrangement
shall be transferred to I, prrovided it is exempt under section
501(c)(3) at that time or to another section 501{c)(3) organization in the
event [ vould not be exempt at the time of the transfer.

The Trust, as of I, h2d zssets in the amount of SHIENNEEE. 1r
response to our inquiry as to why it appears that the Trust is over funded, it
was explained that the { annual rate of contribution provided for in
Sec. 2.4 of the Trust Agreement is the amount cf deferred compensation th

was over and above the cash compensaticn otherwise payable to _ and
thet in addition to the SHEE deferral, some of what was otherwise payable
as cash compensation (bage salary and incentive compensation) was agreed by
I ;' B o bc deferred under the terms governed by the
I . (For income tax
vurncees, 1t was further stated that | tock the additional
contributicns into income as if paid in the form of cash compensation.}

ition to the Trust's deferred compensation »lan, |GG :1s<
ipates in twe other defsrred compensation arrangements. The first is
the _, which was stated as "a so—celled 401(a) qualified
rlan" covering approximately I other emplovess of _ and its

‘lan ig a defined benefit type cf plan. The benefit formula
mdas a benefit equal tc NI of final pay, minus I of Social
rity, pro—-rated dowaward fcr service less than I years. The tax rules
iczble to 401(a) gualified plans prevent the full amount of the formula
iefit from being provided to persons compensated at |GG : level

, for that reason | o:xovides 2 benefit under a non—gqualified
irement precgram, the principal purvose of which is to provide a benefit

h (when added tec the benefit from the <401(a) qualified plan}) is equal to
unreduced formula amount set out above.

The second plan is called [

(V)
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I sclcly prov1d-b retirement benef

_ has alse filed an application for recognition of exemption under
section 501{c}(3} ci the Code and has ver tc receive a Zinal detarmination of

s app

[ U

ul Q

plicatien,
For the vear D, B : :c::. comvensaticn was 3. N
B s vaid oy [ Duc cart of the compensation was zllocated <o
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. B s base salary and incentive compensation was SHINNEEE and
contributions to employee benefit plans was SHNEEE. N, -
experienced hospital administrator, works more than H hours per week for
. c has held offices in a2 number of health care professional
organizations and is a member of the board of directors of a number of
organizations. He is a member of the I -rson Board of Directors of

The average total compensation in I of the three highest paid I
employees other than I v2s $EEE with an average salary of
SHE -nd an average benefit contribution of SHEM. The highest I
employee benefit compensation for anyone other than [N i» H vas

ST

Section 501(c)(3) of the Code provides exemption for organizations which are
organized and operated exclusively for religious, charitable, scientific,
testing for public safety, literary, or educational purposes, no part of the
net earnings of which inures to the benefit of private shareholders or
individuals.

Section 1.501(¢)(3)- 1(c)(1) of the regulations provides that an organization
will be regarded as "operated exclusively" for one or more exempt purposes
only if it engages prvmarllv in activities which accemplish one or more such
exempt purposes specified in section 501(c¢)(3}. An organization will not be
so regarded if more than an insubstantial part of its activities is not in
furtherance of an exempt purpose.

L501(e)(3)=1(d)(1 )(11) of the regulations provides that an

ijon is not organiz or operated exclusively for one or more of the
pvurposes specified in section 501(c){3) of the Code unless it serves a2 public
rather than a private interest.

Section 1.501(c)(3)-1(d}{2) of the regqulatiocns provides the term "charitable"
is used in section 501{c){(3) of the Code in its generally accepted legal sense
and includes the relief of the poor and distressed or cf the underprivileged,
and the promotion of social welfare by organizations designed to lessen
neighborhood tensions, to eliminate prejudice and discrimination, or to combat
community deterioration.

In Russell v. Allen, 107 U.S. 163, 167 (1882), the Supreme Court stated that
charitable trusts "may, znd indeed must, bhe for the benefit cf an indefinite
number of perscons; for if all the heneficiaries are personally designated, the
trust lacks the essential element of indefiniteness, which is cne

characteristic of a legal charity." &Ses also Thomason v. Commissioner, 2 T.C.
341, (1943); Davis v, Commissioner, 55 T.C. 416, 424 (1979¢); Scott The Lew of
Trusts 375 (4th ed. 198¢},

Rev. Rul., 56-138, 1956-1 C.3B. 202, h=ld that 2 trust organized and operated by
an emplover for the primary purpose cf paying pensicns to its retired
emplovess was not organized sxclusgively for charitahle purposes tc he entitled
te axamption under section S0L{(C){3) of Lhe Code

Rey, Rul. »8-422, 1988-2 C.5. 207 held thet an organization creatsd pursuant
bo the will of a xtockholder of a company to pay pensions to all retvired

smp lovess af that company did not gualify for exempticn under gecticn
B03{c)(3; cf the Code. The pansicn benefits wers paxd to all vetired
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employees age 65 or cver. regardless of their economic resources. Although
the company did not have a pension plan, its retired employees generally
received social security payments. The company did not contribute funds to
the organization nor did the company have any contrnl over its affairs. The
organization in this case did not pay pensions on the basis of need. It did
not show that the retired employees of the company as a class lack the
necessities or comforts of life. Accordingly, the organization did not gualify
for exemption from Federal income tax as a charitable organization under
section 501(c){(3) of the Code.

Rev. Rul. 72-147, 1972—-1 C.R. 147, held that an organization formed to provide
low income housing to families (but gave preference to employees of the
individual who created and controlled the organization), was not described in
section 501{(c)(3) of the Code, because the organization served the private
interests of the creator rather than the public interest.

Rev. Rul. 73-126, 1973-1 C.B. 220, held that an exempt organization's payment
of reasonable pensions to retired employees at the discretion of its Board of
Directors deces not adversely affect its exempt status. The organization
carried out its charitable program through a staff of salaried emplovees. It
had no established retirement plan for these employess but has £ollowed =2
general practice of paying pensions to retired employeeg at the discretion of
its Board of Directors. The recipients had no entforceable rights to payment.
The pensions are not gratuities but represent extra compensation for past
services, are reasonable in amount as compensation for such services, and
would be deductible for Federal income tax purposes if incurred in the conduct
of trade or business. The payment of pensions to retired employees is an
accepted method of employee compensation used by many public and vprivate
organizations. Since the payments for the pensions in this case were
rzagonable compensation in the light of the surrounding circumstances, they
are a proper expense in the operation of the organization's charitabls program
and did not constitute the improper use of the organization's charitabkle
resources, nor do they constitute inurement of the organization's net earnings
to private individuals within the meaning of section 501(c)(3) of the Code.

Rev. Rul. 78-41, 1978-1 C.B. 148, held that a trust created by an exempt
hospital for the sole purpose of accumulating and holding funds to be used to
satisfy malpractice claims against the hospital, and from which the hospital
directs the bank-trustee to make payments to claimants, was overated
2xclusively for charitable purposes and is exempt from tax under section
501{c){(3) of the Code. By serving as a repository fcr funds paid in bv the
hospital, and by making payments at the direction of the hospital to persons
with malpractiice claims against the hospital, the trust was operating as an
integral part of the hospital. f equal importance is the fact that the trust
was performing a functien that the hospital could do directly.

he Trust's primary objective is to provide I vith & supplemental
etirement benefit in accordance with his emplovment agreement with [N
ts primary activity is to hold and invest funds to provide deferred

compen~ation benefits fto & single person who is net a member of a charitable

~lass.

« a0t 43

While 2 charitable organization may pay reasonable retirement benefits to its
retired employees (Rev. Rul. 73-128), zand a tax—sxeapt hospitzl may create 3

subsidizry exempt trust fc satisfy -tz liability insurance claims (Rev. Rul.

78-41}, these rulincs do not suggest, ner does any cther legal authority
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indicate, that a trust created by a charitable organization to benefit a
single employee may be exempt as a charitable trust under section 501(c)(3).
By engaging primarily in activities not in furtherance of an exempt purpose,
the Trust is not operated exclusively for one or more e¥empt purposes pursuant
to section 1.501(c)(3)-1(c){1) of the regulations.

Further, because the Tirust serves the benefit of a designated private
individual, it fails the public interest requirement of section
1.5031{c)(3)-1(d)}(1)(ii}) of the regulations. In this regard, the sole purpose
of this trust is to provide one individual with a supplemental retirement
benefit. Any benefit to the public is minor or incidental. The trust is
organized for the benefit of a single beneficiary and not for a charitable
class. The Trust's representatives assert thet the provision of retirement
benefits to the chief executive officer of its controlling hospital furthers
the exempt purposes of the hospital. In our view, the relationship between
the compensation of one individual and the furtherance of a hospital's exempt
purposes is not a compelling one and does not overcome the fact that the
primary purpose of the Trust is to provide substantial retirement benefits to
a private individual.

We conclude that the applicent Trust is operated for the substantial benefit
of one individual contrary to the requirements for exemption under section
501(c)(3) of the Code.

Compare Rev. Rulg. 56-138 and 68-422. Rev. Rul. 73-126 is not relevant to
the disposition of this matter since the applicant trust under review has been
established for one individual.

We also find that the Trust is distinguishable from the trust described in
Rev. Rul. 78-41. VWhereas that trust was formed by a hospital to be operated
to defrayv claims against the hospital or its dectors, and thus benefitting the
hospital, the applicent Trust was operated to defray z specific expvense for
the benefit of a single verson.

Therefore, we conclude that the Trust does not qualify for exemption under
section 501(c){(3) of the Code.

Contributions made to vou are not deductible by the donors as charitable
contributions as defined in Section 170{(c) of the Code.

voun do not agree with these conclusions, you may within 30 days from the

£ this letter, file a bhrief of the facts, law and arguments (in

ate) which clearly sets forth vour position. In the event vou desire an
d scussion of the issues, you should so indicate in your submission. A
rence will be arranged in the Regional Office after we have had an

tunity to consider the brief and it appears that the conclusions reached
st
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ill unfavcrable tc vou. Any submission must be signed bv one of vour
ipal officers. If the matter isg td be handled by =z representative, the
ence and Practice Requirements regarding the filing of a power of

ey and evidence of enrollment to practice must be met. We have enclosed
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292, Exempt Orcanization Appeal Procedures for Adverse
tong, which explainz in detail your rights and procedures.
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provides in part that "A declaratory judement or decree under this section
shall not be issued in any proceeding unless the Tax Court, the Court of
Claims, or the District Court of the United States for the District of
Columbia determines that the organization involved has exhausted
administrative remedies available to it within the Internal Revenue Service".

Flease keep this determination letter in your permanent records.

If you agree with this determination, please sign and return the enclosed Form
6018.

If we do not hear from you within 30 days from the date of this letter, this
determination will become f£inal. In accordance with Code Section 6104(c), we

will notify the appropriate State officials of this action.

Sincerely vours,

District Director

Enclosures:
Publication 892
Form 6018



